
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 
* * * * * 

In the Matter of: 

NOTICE OF ADJUSTMENT OF 1 
TEE RATES OF SPEARS WATER ) 

AFTER NOVEMBER 16, 1981 1 
DISTRICT EFFECTIVE ON AND ) CASE NO. 8375 

O R D E R  

On October 26, 1981, Spears Water District ("Spears") 

filed its notfce seeking authority to increase i t s  water service 

rates ar,d charges by $39,397 annually, a 21.09 percent increase, 

for total proposed annual revenues of $226,177. 

its notice that the proposed increase was necessary to fulfill 

its obligations as a public utility, to maintain its service and 

ability to keep pace with its ever-increasing demands for service 

and to secure financing necessary to carry out the above-stated 

purposes. The Commission has granted Spears additional revenue 

of $17,245 in this order. 

Spears stated in 

In order to determine the reasonableness of the proposed 

increase the Commission held a public hearing on January 5, 1982. 

There were no intervenors in this proceeding. 

All requested information has been filed, and the matter 

is now submitted for final decision by the Commission. 



TEST PERIOD 
For the purpose of testing the reasonableness of the 

proposed rates, the Commission has adopted  the 12 months ending 

June 30, 1981, as the test period to be used in this matter. 

REVENUES AND EXPENSES 

Spears proposed various adjustments to its income sta te -  

ment to reflect more current operating conditions. The Com- 

mission is of the opinion that these adjustments are proper and 

has accepted them for rate-making purposes with the following 

exceptions : 

Purchased Water 

Throughout its history Spears has had substantial water 

losses, which in turn have drastically increased the amount of 

w a t e r  Speara has purchased from its suppliers, the City of 

Nicholasville and Kentucky-American Water Company. 

vious proceeding before this Commission,Case No. 7657, Spears was 

In i ts  pre- 

denied a rate increase primarily because of the Commission's 

limitation of Spears' line loss of nearly 40 percent to 15 

percent for rate-making purposes. Following the Commission's 

order denying its proposed rate increase, Spears undertook 

extensive efforts to reduce its  line loss to more acceptable 

levels, As a result of these efforts, Spears discovered that the 

master metere through which water was purcheeed from its sup- 
p l i e r s  had been reading inaccurately. Following the  correction 

in the regletratlon of ite master meters and in conjunction with 
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other e f f o r t s ,  Spears now estimates i t s  l i n e  loss t o  be approxi- 

mately 18.5 percent.  

purchased w a t e r  expense was based on adjusted wage taking i n t o  

The Commission com- consideration corrected meter readings.  

mends Spears €or its efforts t o  reduce its subs t an t i a l  l i n e  loss. 

The Commission I s  of the  opinion that  w h i l e  Spears '  line loss has 

been subs t an t i a l ly  reduced i t s  current  level of 18.5 percent i s  

excessive. W e  have thus l imited Spears '  purchased water expense 

The pro forma l e v e l  for its proposed 
(1) 

( 2 )  

t o  a 15 percent l i n e  1068, which reduces Spears' adjusted pur- 
(3 )  

chased water expense by $9,124. 

Salary Expense 

Spears requested a pro forma operation and maintenance 

sa la ry  expense of $ 5 9 , 7 4 8 ;  of t h i s  amount $ 2 8 , 2 8 8  or  47 percent 

is to be paid t o  its general  manager f o r  services rendered. The 

Commission, following a review of its records for water d i s t r i c t s  

(Appendix B),has determined t h a t  a reasonable salary for Spears' 

general  manager is $20,000, or a reduction of $ 8 , 2 8 8 .  
(4) 

The Comission points out  t h a t  i t  has allowed a generous 

salary for Spears' general manager, based on salaries of d i s t r i c t s  

with an average number of customers four  t i m e s  t h a t  of Spears, 

and considering tha t  many of the same d u t i e s  are performed by 

other  employees of Spears. The Commission does not look w i t h  

favor on the payment by a utility, espec ia l ly  one with cash flow 

(1) Notice Exhibit 6 ,  Schedule 16,  Pages 1, 2 and 3 of 3. 
( 2 )  Ibid.  
( 3 )  -bit 6 ,  Schedule 16, water sold per books 81,030,760 

gallone t 85% - 95,330,306 gallons. 
Total prFce of purchased water during t e s t  period of 7 3 , 0 0 8 . 5 5  : 
t o t a l  water purchased of 129,839,808 gal lons equals $0.00056 
per gallon X 9 5 , 3 3 0 , 3 0 6  gallons = $53,385. 

Index) X 2 8 2 . 5  (January 1982 CPI-W Index) = $19.990.  
(4) (Average salary far 1980)  $17,478 f 247 (Average 1980 CPI-W 
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0 
difficulties, of salaries to its officers or employees which can 
only be termed extravagant and which only serve to place even 

greater pressure on the utility's ability to m e e t  its cash 

operating requirements. 

Depreciation Expense 

Spears proposed a pro forma depreciation expense of 
( 5 )  

$19 , 263. The'Commlaslon has determined that this amount 
includes depreciation on $112,399 of contributed property. It 

i s  the p o l i c y  of the Commission to compute depreciation expense 

on the basis of the o r i g i n a l  cost  of the plant, less contri- 

butions in aid of construction. as ratepayers should not be 

required to provide recovery on that portion of the p lant  that 

has been provided at zero c o s t .  Therefore,Spears' pro forma 

depreciation expense has been reduced by $3,597. 

FICA and Unemployment Taxes 

( 6 )  

(7) 

Spears' pro forma FICA and unemployment taxes of $3,812 
and $1,020, respectively, were based on the pro forma salary 

expense proposed by Spears. These expenses have been reduced by 

$364 and $145 to reflect the above adjustment to operatton and 
( 8 )  . -  

maintenance salaries. 

(5) Notice Exhibit 6, Schedule 11. 
(6) Notice Exhibit 2, Schedule 2, Page 2 of 2 .  
(7)  

( 8 )  

Contributed pro erty of $112,399 X cumulative depreciation 
rate of 3.2% - r3.597. 
Operation and maintenance salaries allowed of $50,460 X 
FICA tax rate of 6.7% = $3,380; and X unemployment tax rate 

Notice Exhibit 6, Schedules 14 and 15. 
of 1.7% - $ 8 5 8 .  
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Miscellaneous General Expenses 

Spears included in its pro forma miscellaneous general 

expense legal fees in the amount of $4,256 for services provided 

to Spears beyond the scope of those covered by retainer. Of this 
amount, Spears provided justification for only $3,525. There- 

fore, the Commission has eliminated the unsubstantiated portion 

of $731 for rate-making purposes. 

Of the $3,525 legal fees, $1,170 was for research and 

investigation of a dispute with one of S p e a r s '  customers con- 

cerning the l i a b i l i t y  for connection fcee. 

$1,245 for legal fees in a dispute over territoral boundaries 

before the Jessamine County Court. 

been allowed. The Connnission is of the opinion that as these 

expenses are nonrecurring, they should be amortized over a 3-year 

period, and has, therefore, further reduced the allowance for 

miscellaneous general expenses by $1,610. 

Spears included 

Both of these expenses-have 

Moreover, Spears included $910 for conferences with new 

customers concerning a potential application for a certificate 

of convenience and necesslty. 
expense as it pertains to a future proceedfng and should be 

considered therein. 

The Commission has excluded this 

Spears increased its allowance €or outside services by 
$361 without providing justification for the increase and, there- 

fore, the Commission has disallowed this  expense. Spears, rnore- 

over, included $1,200 in unbilled accounting fees in connection 

with Case No, 7657,  The Commission is of t h e  opinion that  th ie  
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expense should be amortized over a 3-year period and has there- 

fore reduced the miscellaneous expense allowance by an addi- 

tional $800, for 
$4,412. 

Fo 1 lowing 

and expenses are 

a total reduction to miscellaneous expenses of 

the above adjustments, Spears' operating revenues 

as follows: 

Spears Comhssion Commission 
Ad j us tmen t s Pro Forma 

Operating Expenses 199,123 

A d j  u8 ted 

-0- $ 192,420 
(25 I 930) 173,193 

Operating Revenues $ 192,420 $ 

Operating Income (Loss) !) ( 6,703) 9 25 I 930 $ 19,227 

REVENUE REQUIREMENTS 

Spears proposed a test period debt service of $41,280, 

consisting of principal on long-term debt of $9,000 with a corre- 

sponding interest requirement of $21,393 and principal on short- 

term debt of $25,000 amortized over a 3-year period with an 

interest requirement of $ 2 , 4 5 3 .  

of $15,000 payable to the First National Bank of Nicholasville at 

18 percent interest and $10,000 payable to Spears Water Company 

at 17 percent interest. This short-term debt was incurred by 

S p e a r s  to enable it to meet its bond requirements and operating 

expenses. Since the short-term debt was incurred because of 

a lack of funds which is corrected in t h i s  order, it should not 

The short-term debt consists 
( 9 )  

(10) 

(9) Notice Exhibit 6, Schedules 20 and 21. 
(10) Transcript of Evidence, p. 5 2 .  
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e 
under normal circumstances be necessary for Spears to incur 

short-term debt in the future. Therefore, the short-term debt 

requirements have been disallowed for rate-making purposes, which 

reduces the allowable d e b t  service to $30,393. 

The Commission is of the opinton that Spears' adjusted 

operating i n c o m e  which produces an adjusted debt service coverage 

of approximately .67X is unjust, unfair and unreasonable. The 

Commission is further of the opinion that a fair, j u s t  and rea- 

sonable debt service coverage is 1.2X in that this coverage will 

provide revenues sufficient to service its debt, provide for ita 

bond ordinance fund requirements and provide a reasonable surplus 

€or equity growth. 

To achieve the debt service coverage found fair, j u s t  and 

reasonable the Commission has determined that Spears is entitled 

to increase its rates and charges to produce an increase in 

annual revenues of $17,245, calculated as follows: 

1.2X D e b t  Service Coverage 

Subtotal 

(11) 
$ 36,472 
173 193 Add: Adjusted Operating Expenses 

Less: Adjusced Operating Revenue 192,420 

Increase in Gross Revenues 9 17,245 

zW@-= 

RATE DESIGN 

In its applicat€on, Spears proposed to redesign its 

residential rate schedule. Spears' present residential schedule 

consists of a minimum bill and two declining rate steps. The 

(11) Debt Service of $30,393 X 1.2 - $ 3 6 , 4 7 2 .  
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proposed residential schedule consists of a minimum bill and one 

rate step. Both the present and the proposed residential sche- 

dules h c l u d e  a minimum b i l l  usage allowance. The Conrmission i 8  

of the opinton that the redesign should be authorized, primari ly  

on tho baa ie  of structural simplicity. Furthermore, the elimina- 

tion of consumption-oriented declining rate s teps  should promote 

conservatton and, consequently, attenuate the need for facility 

construction in the future. 

In addition to the residential schedule redesign, Spears 

proposed to increase the minimum b i l l  for residential service. 

However, Spears did not propose to increase the minimum hill f o r  

farm and mobile home service. Spears presented no evidence to 

support exemptlng farm and mobile home service from a minimum 

b i l l  increase, and the Commission finds such an exemption unrea- 

sonable. 

requhremenr increase should be distributed among all customer 

classifications and at each rate level within a customer class- 

ification. Therefore, the Commlssion has authorized an increase 

in minimum bill rates for residential as well as farm and mobile 

home service. Also, the Commission has establised the consumption 

ra te  s t e p  at a uniform level. 

The Commission is of the opinion that an overall revenue 

In designing Snears' w a t e r  rates, the Commission has ana- 

lyzed water sales, consumption patterns, and customer distribu- 

tion as the basis for determining the allocation of revenue 

requirement amoung customer classifications and the specific rates 
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authorized for each customer c l a s s i f i c a t i o n .  The Commission is  

of the opinion and f inds  that the rates in Appendix A are the 

fair, just and reasonable rates to be charged by Spears,  e f f ec -  

tive on and after the date of thfs order. 

SUMMARY 

The Cornisston, having considered the evidence of record 

and being advised, i s  of the opinion and finds that:  

1) The r a t e s  and charges i n  Appendix A will produce gross 

annual operating revenues of $204,025 and are the fair, just and 

reasonable rates t o  be charged in that they w i l l  a l low Spears t o  

pay i ts  operating expenses, service its debt and provide a rea- 

sonable amount of surplus for equity growth. 

2) The rates and charges proposed by Spears would produce 

revenues i n  excess of those found fa ir ,  just  2nd reasonable by 

the Commission and should be denied upon application of KRS 

278.030. 

IT IS THEREFORE ORDERED that the ra tes  and charges pro- 

posed by Spears be and they hereby are denied upon application of 

KRS 278.030. 

IT IS FURTHER ORDERED that the rates and charges in 

Appendix A 

reaeonable rates to be charged by Spears for service rendered on 

and after the date of th i s  order. 

be and they hereby are approved 88 the fair, S u e t  and 
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IT IS FURTHER ORDERED that within 30 days of the date of 

this order, Spears shall f i l e  with th i s  CommLssFon its  revised 

tariff sheets setting out the rates and charges approved herein. 

Done at Frankfort, Kentucky, th ie  29th  day of March, 1982. 

Pu?)LSC SERVICE COMMISSION 

W Q r  
Vike Chairman 1 

ATTEST : 

Bacrstary 



APPENDIX A 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE 
COMMISSION OF KENTUCKY IN CASE NO. 8375 DATED 
March 29, 1982 

The following rates and charges are prescribed for the 

customers served by Spears Water District. All other rates and 

charges not specifically mentioned herein shall remain the same 

as those in effect prior to the date of this Order. 

Residential Service 

The following rates are avaglable for general residential service. 

Consumption Monthly Rate 

F i r s t  2,000 gallons $ 7.80 (Minimum Bill) 

Over 2,000 gallons 1.80 per 1.000 gallone 

Mobile Home Service 

The following rates are available for mobile home service where 
t w o  or more mobile homes are served from a master meter. 

Consumption Monthly Rate 

F i r s t  1,000 gallons per mobile home $ 4.50  (Minimum Sill) 

Over 1,000 gallons per mobile home 1.80 per 1,000 gallons 

Farm Service 

The following rates are available for farm livestock and 
agricultural use and, in addition, requtre a residential 
service connection. 
Consumption Monthly Rate 

First 1,000 gallons $ 3.90 (Minimum Bill) 

Over 1,000 gallons 1.80 per 1,000 gallons 



Size 

518" x 314" Meter 

1" Meter 

- 
Meter Connections 

Nonrecurring Rate 

$ 250.00 

375.00 

. 
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APPENDIX B 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE COMMISSION 
IN CASE NUMBER 8 3 7 5 ,  DATED March 2 9 ,  1982 

This is a summary of the managerial 3alaries paid by the 

water districts used by this Commission in determining a reason- 

able managerial salary in this proceeding. These figures were 

taken from the 1980 annual reports. 

Water Districts Number of Customers 

Boone County W.D. 3 , 5 5 9  

Campbell County W.D. 12,742 

Edrnondson W.D. 1,940 
Estill County W.D. 1,000 

Hardin County W.D. #I1 3,896 

Hardin County W.D. #2 4,646 

Henderson County W.D. 2,870 

Henry County W.D. 1,784 

Kenton County W.D.  28,679 

Martin County W.D. #l 973  

North Nelson W.D. 1,069 

McCreary County W.D. 2,725 

Muhlenburg County W.E. 2,992 
Muhlenburg County W.D. #3 1,065 

Ohio County W.D. 1,961 

Managerial Salary 

$ 1 3 . 3 3 3  

2 8 , 9 9 2  

1 3 , 4 9 9  

2 7 , 9 0 4  

2 5 , 3 4 5  

26,000 

1 9 , 3 7 8  

19 ,000  

30,000 

27,231 

5,000 

14,957 

14,430 

16,667 

15,925 



Water D i s t r i c t s  (Cont'd) Number of Customers Managerial Salary 

Sandy Valley W.D. 1,200 $ 2,400 

SoutheastDM.es8 County W.D.  2 , 5 2 4  15,250 

Union County W.D. 906 10,800 

1,190 10,800 Wac0 W.D. 

1,684 15 650 West Daviess County W.D. 

Total 

Average 

96,865 

4 , 8 4 3  

$ 349,561 

17,478 


